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New Service for 
Members
Financial Statement 
Objectives Study 
Published
SEC Treasury 
Stock Release
A Semi-Monthly News Report for Members of the AICPA
This is the first issue of a semi-monthly report designed to help AICPA members 
in their work. It will cover Institute programs, accounting and auditing 
standards, goings-on in Washington and other professional news. Many 
non-technical items which formerly appeared in The CPA will now be included 
in a members’ supplement to the Journal of Accountancy starting with the 
November issue. Suggestions for additional material to be covered in this 
newsletter that would be useful in all areas of practice are welcome.
Report of Study Group on Objectives of Financial Statements will be released 
on October 5. Single copies are being mailed to all firms and practitioners 
represented in the AICPA membership. Individual members may obtain a 
free copy on request. Additional copies will be available at a list price of $4.00, 
with usual member, educational and quantity discounts.
The nine-member interdisciplinary group, headed by Past President 
Robert M. Trueblood, was appointed in April 1971. Its purpose was to refine 
objectives of financial statements in order to facilitate development of 
guidelines and criteria for improving financial reporting. The report emphasizes 
that financial statements should be user-oriented and that their content 
should be determined primarily by the needs of the user. It is designed to provide 
a framework for resolving accounting issues but does not attempt to deal 
with specific reporting problems.
Certain features of SEC Accounting Series Release No. 146, Effect of Treasury 
Stock Transactions on Accounting for Business Combinations, have caused 
AICPA’s accounting standards executive committee to express its concern to the 
chief accountant as follows:
□  FASB should have been permitted to deal with the subject.
□  Accounting profession and business community should have had an 
opportunity to comment on a draft proposal before issuance.
□  Inequities are inherent in retroactive application of certain provisions.
In particular, the committee believes that companies, which have reacquired 
their stock in good faith prior to issuance of the release for purposes other 
than a prospective pooling of interests in conformity with APB Opinion No. 16 
and subsequent Interpretation, will be unfairly treated in the event they 
effect a business combination within two years of such purchases. Commission’s 
interpretation of “a systematic pattern of reacquisition” is considered to be 
much narrower than the APB’s intent. Price Waterhouse & Co. has 
petitioned SEC for reconsideration and, if necessary, a hearing on grounds 
similar to the ASEC position. Arthur Andersen & Co. has filed suit against the 
Commission alleging, among other things, that federal rule-making procedure was 
not followed because the final pronouncement was issued without 
opportunity for public comment.
Audit Standard 
Out for Comment
Comments are due by October 29 on proposed statement on auditing 
standards, Auditors’ Reports, which deals with degrees of qualification of 
opinions. Single copies were mailed to firms and practitioners. Additional 
copies are available from auditing standards division. Basic provisions are:
□  Disclaimers would be restricted to scope limitations.
□  Material uncertainties (e.g., “going concern” problems) would require 
either qualified or adverse opinions.
□  An explanation would be required in the auditor’s report whenever the 
opinion is other than unqualified.
□  Qualified opinions would always use some form of “except for,” 
thereby eliminating the term “subject to.”
□  Piecemeal opinions would be prohibited.
Health and Welfare 
Audits
Depreciation accounting will be required for all voluntary health and 
welfare organizations under the provisions of a revised industry audit guide 
to be issued in November. Previously, under the 1966 guide, such 
organizations had the option of capitalization or depreciation of certain 
assets, depending on the nature of the assets. No longer.
The guide recognizes that prevalent practice is to value investments 
at cost, but states that carrying them at market value is also acceptable 
pending a pronouncement from the Financial Accounting Standards 
Board on accounting for investments. It also strengthens the concept of 
using functional classifications of expenditures in reporting costs 
of providing services and activities.
Effective date will be for fiscal periods starting after June 30, 1974, with 
earlier compliance encouraged. This guide had been approved for 
publication by the Accounting Principles Board prior to its termination 
on June 30.
Accounting standards executive committee has recommended to the SEC 
that it withdraw the proposed amendments to Regulation S-X on lease 
disclosure in view of APB Opinion No. 31 and because FASB is giving top 
priority to the broad subject of leases.
Committee objects to proposed requirement that impact on income 
should be disclosed as if the leases were capitalized. Also, it believes that 
reporting of present value of financing lease commitments should be 
made optional as set forth in the APB Opinion and should not be limited to 
financing leases, as defined in the proposed amendment.
Guidelines for cost accounting treatment of specified unallowable costs 
have been set by the Cost Accounting Standards Board through a standard 
which will become effective January 1 , 1974, pending Congressional 
approval. (Federal Register 9/6/73, p. 24195)
The standard calls for maintenance of records which identify 
unallowable costs (including directly associated costs), their allocability 
to contract cost objectives and cost accounting treatment given such 
costs. Several illustrations are given.
Standard applies to all relevant government agencies and to defense 
contractors and subcontractors for procurements over $100,000.
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Lease Disclosure
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Unallowable Costs
Break for 
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Appointed
Disclosure of 
Accountants’ Suits
Review of Reports 
to Federal Agencies 
Planned
IRS plans to amend regulations which previously held that certain sizeable 
loans to a Subchapter S corporation by a shareholder were in reality a 
second class of stock, thereby denying the tax option available to many 
small businesses. Recent court decisions have struck down this concept 
even where the loans were disproportionate to the stockholdings.
IRS has announced that it won’t litigate this matter further, pending 
adoption of amended regs.
A task force on materiality had been appointed by the chairman of the 
Financial Accounting Standards Board. The sixteen-man group, headed by 
John Queenan, includes three members each from public accounting, 
industry and financial institutions, as well as two bankers, an attorney, an 
insurance executive, an academician and former SEC Chief Accountant 
Andrew Barr. According to Mr. Queenan, extensive research will be 
necessary before recommendations can be formulated and the first meeting 
of the task force in early October will deal with the nature and extent 
of such research.
In response to SEC Release 5411, which sought views on circumstances 
when corporations should disclose in commission filings litigation and 
disciplinary proceedings affecting professionals such as accountants, AICPA 
Board of Directors has taken the position that such disclosure is 
appropriate only where the accountant is a defendant in a case involving 
the particular registrant under the following circumstances:
Litigation brings into question the reliability of the registrant's 
financial statements and the quality of the accountant’s related professional 
work, filing is a proxy statement involving selection of auditors, litigation 
is financially material to the registrant, and litigation is either pending 
or has been concluded adversely to the accountant.
Board also suggested the SEC state formally that disclosure under 
other circumstances is not appropriate.
Under a program developed in cooperation with several federal agencies, 
the AICPA’s ethics division will review and take action on members’ 
allegedly substandard reports received by cooperating agency. The program 
covers both compliance reports and those prepared under generally 
accepted auditing standards and includes review of alleged deficiencies 
in working papers. Procedures are:
□  Cooperating agency will submit report and supporting documents with 
its comments on alleged deficiencies to technical standards subcommittee of 
ethics division after notifying responsible accountant.
□  Reports deemed adequate by committee will be so marked and returned 
to agency with notification to accountant.
□  Those requiring further inquiry will be processed according to 
established procedures and may result in dismissal of the case, accountant 
urged to undertake an educational program, admonishment of the 
member by ethics executive committee, or finding of a prima facie case 
for referral to Trial Board for hearing.
□  Agency will receive a periodic confidential statistical summary of 
disposition of reports submitted by it, without identification of specific 
reports or accountants.
Implementation of program, which will be available to any interested 
federal agency, is expected soon after October 2 meeting with 12 agencies.
CASB officials will conduct a series of full-day briefings on latest standards 
and proposals under auspices of National Contract Management Association 
and Federal Government Accountants Association. Locations and dates 
are: New York, Oct. 9; Boston, Oct. 11; Washington, Oct. 18; St. Louis, Oct. 23; 
Dallas, Oct. 25; Los Angeles, Oct. 29; Anaheim, Cal., Oct. 30; San Francisco, 
Nov. 1. For further information, write CASB, 441 “G” Street, N.W., Washington, 
D.C.20548.
ICC Disclosure—A  recent ICC order has adopted additional public financial 
disclosure similar to that required by the SEC. However, transportation 
company reports must be prepared in accordance with ICC rules 
rather than generally accepted accounting principles.
OMB Eases Contracting—Despite OMB staff denials of policy change, 
recent directive (Circular A-76) appears to loosen up opportunities for 
government agencies to contract for management advisory and auditing 
services. Previous directives forbade any outside contracting to avoid 
employment ceilings or to offset federal job cuts.
M edical Deductions—Opposition to HEW staff proposal eliminating tax 
deductions for medical expenses appears to have shelved the plan, at 
least temporarily. HEW staffers also would tax employers on premiums 
for employee health insurance plans. Purpose is to find revenues to offset 
anticipated $7.5 billion annual cost of a national health insurance program.
Com pensating Balances Deferred—Date after which compensating balances 
must be disclosed in corporate financial reports has been deferred to 
October 31 by the SEC in an amendment to Regulation S-X, Rule 5-02-1. 
Previous date was August 31. Commission is trying to resolve disclosure 
problems arising from various arrangements between companies and 
their banks.
Small Business Disclosure—Proposed regulations of the Small Business 
Administration which would state that examination, audit, investigative 
and litigation reports will not be subject to public disclosure under the 
Freedom of Information Act are expected to be made final following 
the October 1 deadline for comments.
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SEC Actions:
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Adopted
Regs on Accounting 
Policies Proposed
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A Semi-Monthly News Report for Members of the AICPA
Status of SEC Accounting Series Release No. 146, Effect of  Treasury Stock  
Transactions on Accounting for Business Combinations, has been changed from a 
final regulation to a proposal on which comments will be received until 
November 15. Arthur Andersen & Co. has withdrawn its lawsuit, without prejudice. 
The suit had included a charge that the Administrative Procedure Act had been 
violated because there had been no opportunity for public comment before the 
pronouncement was issued.
As issued, the release would have precluded companies from effecting poolings 
of interest for two years after they had reacquired their own stock, except 
under a narrowly defined “systematic pattern of reacquisition.” This “retroactive” 
feature is of particular concern to the profession, and several firms filed 
objections with the Commission.
New disclosures of lease commitments will be called for under amendments to 
Regulation S-X adopted last week by the SEC in Accounting Series Release 147. 
Among the additional disclosures, which will be effective for financial statements 
filed with the Commission subsequent to November 30, are:
□  Total lease rental expense for all years for which income statements 
are presented.
□  Lease commitments for subsequent years.
□  Capitalized present value of noncapitalized financing leases in the aggregate 
and by major category of assets.
□  The impact on net income had financing leases been capitalized.
The first two requirements parallel those of APB Opinion No. 31, but the 
reporting of present values was optional under this Opinion. The accounting 
standards executive committee, in a comment letter to the SEC, had opposed the 
reporting of impact on income as if the leases were capitalized because it 
might be confusing to users of financial statements.
A revised proposal to amend Regulation S-X on disclosure of accounting policies 
has been issued by the SEC (Release 33-5427) with comments due by November 30. 
The revision would permit a detailed description of accounting principles used 
in lieu of reporting impact on net income of a prevailing practice when another 
acceptable alternative was applied. Among those areas in which additional 
disclosure would be required are depreciation, amortization, research and 
development costs, and inventory valuation methods.
Life Insurance 
Company Regs 
Proposed
New Broker/Dealer
Amendments
Adopted
FASB Examines 
Suggestions
November 2 is the due date for comments on proposed amendments to 
Regulation S-X and Forms 10 and 10K affecting life insurance companies. 
SEC proposes that their financial statements be prepared in accordance 
with generally accepted accounting principles. Companies may follow 
statutory accounting requirements where state law prohibits any other basis, 
but must supplement them with GAAP statements in such cases. Material 
differences between statutory and GAAP requirements must be reconciled.
Amendments to Rule 17a-5 and Form X-17A-5 have been adopted, effective 
immediately, under SEC Release 34-10398. Amended requirements in 
the form permit auditors to perform certain preliminary audit work up to 
190 days prior to financial statement date of brokers or dealers. (Original 
proposal had 100 day limit.) However, Part III of the form, which 
will be confidential, must be filed within 45 days after commencing such 
work. It requires an auditor’s report and information which:
□  Describes the scope of the examination;
□  States that statistical information required is fairly presented;
□  Comments on any material inadequacies in the accounting system, 
internal accounting control and procedures for safeguarding securities;
□  Indicates corrective action taken or proposed.
Material inadequacies are interpreted in the release to mean 
those which:
□  Inhibit broker or dealer from promptly completing securities 
transactions or discharging his responsibilities;
□  Result in material financial loss;
□  Result in material misstatements of financial statements;
□  Result in violation of SEC record keeping or financial responsibility 
rules which accountant is required to review.
Comments are due by October 31 on proposed amendments to 
Form X-17A-5 (Release No. 10392). Among other things, proposals would 
require separate reporting of certain amounts considered in computing 
reserve requirement, call for additional information on customers’ security 
accounts, clarify existing audit requirements and add certain new ones.
Financial Accounting Standards Board is currently reviewing some 100 
replies to its request for views on the need for interpretation, amendment 
or replacement of existing pronouncements, especially in eight cited 
“areas of particular concern.” Responses ranged from individual comments 
to major position papers. Among the suggestions made by the AICPA 
accounting standards executive committee are:
□  Clarify circumstances under which “parent only” statements should be 
issued in addition to consolidated statements and whether they can be 
issued as general purpose statements.
□  Narrow alternatives in accounting for costs of pension plans.
□  Review intraperiod tax allocation concepts relating to cumulative 
effect adjustments regarding disposals of a business segment.
□  Consider discounting in connection with long-term tax allocations.
□  Examine application of present tax allocation standards to smaller 
companies whose tax and book incomes fluctuate around the federal 
surtax level.
Member Aids On 
SEC Filings
FTC Product-line 
Report
Washington Briefs
□  Examine application of APB Opinion No. 15, Earnings Per Share, to 
closely-held companies, which may not produce meaningful results in 
some cases.
FASB Chairman Marshall Armstrong has indicated that the comment 
letters will serve as a basis for one or more interpretations to be issued 
this year and that at least one discussion memorandum will be ready for 
exposure in 1973 on a major current project. He said that accounting for 
business combinations was the most frequently cited area in the 
comment letters. An interpretation or a formal statement on accounting 
disclosures in foreign currency transactions is expected to be released in 
time to apply to 1973 statements.
A recent analysis of initial registrations with the SEC shows that such 
work is not the exclusive province of a handful of accounting firms.
During the period from January 1971 through May 1973, 546 firms 
participated in such registrations, although not necessarily as primary 
accountant. With the cooperation of the SEC and experienced accounting 
firms, the following aids are available:
□  Registration List—On file at AICPA is a listing of these initial 
registrations. It includes names of underwriters and of accountants whose 
opinions appear in each registration. Upon inquiry to Al Zitmann at the 
AICPA office, a member will be able to determine whether a particular 
underwriter had worked with a smaller firm during this period.
□  Firm Consultation—Also  available from Mr. Zitmann are the policies of 
25 large accounting firms as they relate to consultation with firms less 
experienced in SEC registration engagements.
□  AICPA A dvisory  Service—Former SEC Chief Accountant Andrew Barr 
in the AICPA Washington office will advise members, without charge,
on SEC-related matters. About 70 percent of the inquiries during the past year 
came from smaller firms. Call him at (202) 872-8190.
Most corporations with more than $50 million in assets would have to 
report profits, revenue, advertising and R&D expenses on any of 
400 product categories to the Federal Trade Commission under its revised 
annual line-of-business program submitted to the Office of Management and 
Budget (OMB). A public hearing has been scheduled for October 17.
Although the Accounting Principles Board had endorsed the concept 
of voluntary disclosure by diversified companies of supplemental financial 
information on industry segments, the accounting standards executive 
committee has questioned, in a letter to the Commission, the feasibility 
and cost/benefit effects of the present proposal. It has urged additional 
research before a final program is adopted.
Comment date on SEC Release 5411 on when corporations should disclose 
proceedings affecting their auditors and other professionals has been 
extended to October 31.
Cost Accounting Standards Board has issued a rule lowering the 
minimum annual sales volume for contractors who must submit a Capital 
Disclosure Statement from $30 million to $10 million. In response to 
a Department of Defense objection that these smaller companies lacked
sophisticated accounting systems, CASB said that such information is 
needed to determine how such contractors are accounting for their costs.
Senate Finance Subcommittee on Foundations concluded last week the first 
part of its review of tax laws affecting private foundations with a 
panel discussion by various experts on the subject. A summary booklet of 
the statements is available from the subcommittee, Room 2227, New 
Senate Office Building, Washington, D.C. 20510.
New registration regulations under Interstate Land Full Disclosure Act 
apply more stringent federal controls to operations involving 300 or 
more lots or annual sales of $500,000 and up. Developers have until 
December 1 to comply. Financial statement requirements are much 
improved over those originally proposed.
House bill (HR 10036) would replace major HUD community development 
programs with three-year block grants to local governments for housing 
assistance programs effective in fiscal 1975.
Controversial bill to license management consultants in California has been 
withdrawn for “interim study” by California Senate Committee on Government 
Organization, but is likely to be introduced in revised form by sponsor 
Sen. Ralph Dills in January. As presently written, the bill would require 
registration with a state board of persons providing management consulting 
services to more than 24 clients, set education and experience requirements 
and require a process examination after initial waivers. CPAs would be exempt.
Bill is opposed by California Society of CPAs and termed “premature” 
by AICPA Board of Directors. Several Institute committees will examine 
specific provisions of the bill and broad implications of this type of legislation 
for Board consideration. Institute of Management Consultants sought 
withdrawal to obtain “improvements” with aim of using revision as model 
bill for introduction in other states. IMC original policy was to seek accredi­
tation by a private body, but now it appears to believe that some type of 
legislation is inevitable. AICPA has met with several organizations 
consultants to exchange views on the overall subject.
—Rod Parnell, Editor
The CPA Letter
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The CPA Letter
A Semi-Monthly News Report for Members of the AICPA
The 86th Annual Meeting of the AICPA was held in Atlanta, October 14-16, and 
attracted an attendance of 2,400. Meetings of the Board of Directors and of 
Council preceded it.
This issue summarizes actions taken there which have a bearing on profes­
sional practice. For more detailed reports on the sessions, see “For AICPA 
Members” in the December issue of the Journal of Accountancy.
SEC Chairman Ray Garrett, Jr., in a luncheon address at the AICPA annual 
meeting, urged the profession to accept some responsibility for detecting 
management fraud and for interim reports. While noting that the SEC has been 
active recently in the financial reporting field, he denied that the Commission 
was seeking to preempt the work of the FASB and stated that he has had no 
indication that the Commission and CPAs are working at cross purposes.
In a speech on October 21, before the National Security Traders Association, 
Mr. Garrett criticized the flexibility of generally acceptable accounting principles 
and said that the SEC was working toward making financial statements more 
informative and comparable.
A new policy statement on conformity of tax to financial accounting was 
approved by the AICPA Board of Directors. It “expresses a general presumption 
that tax accounting methods should conform to financial accounting methods,” 
but adds the important proviso that there are factors which may overcome 
that presumption. Also, “the AICPA will limit its concurrence with financial 
statement eligibility requirements to those instances where the appropriate 
bodies within the Institute conclude that a proposed requirement will not have a 
material adverse effect on the improvement or application of generally accepted 
accounting principles.”
The previous policy statement had endorsed the concept of conformity, but 
had opposed any financial eligibility (booking) requirements. The new statement 
recognizes that a strict requirement for conformity of tax accounting methods to 
financial accounting methods might tend to inhibit desirable changes in generally 
accepted accounting principles.
The Board also approved a proposal to create a register of individuals against 
whom formal disciplinary actions have been taken by the profession, it will be a 
record of those whose certificates have been revoked or suspended, those who 
resigned their certificates while under investigation, and of expulsions, suspen­
sions and non-confidential censures by the AICPA or state societies.
Another proposal, which would have expanded the AICPA firm directory to 
cover information similar to that included in law firm directories, was rejected.
Quality Review 
Program
Council Adopts 
Restated Legislative 
Policy
Audit Commission 
May Be Established
Joint Ethics
Enforcement
Proposed
In another decision, the Board will seek the views of firms with substantial 
SEC practice on a proposed program of quality review prior to taking final 
action on the plan.
Developed at the request of the SEC’s chief accountant, the program 
would be used as an alternative to or as a supplement to other types of 
sanctions which might be imposed under the Commission’s Rule 2(e).
The matter will be considered further at a special Board meeting set for 
December 14, to be attended by representatives of firms which will be 
most likely to provide reviewers for the program. After that conference, 
AICPA officers will request an opportunity to meet with the full Commis­
sion to discuss the proposal and the profession’s response to it.
The proposed SEC program is, of course, completely separate from the 
Institute’s on-going voluntary practice review program which has been 
utilized by scores of firms on their own initiative.
The following summarizes the restatement of the AICPA legislative policy 
adopted by Council at its October meeting:
□  Public interest warrants licensing and regulation of those who perform 
professional accounting services, including expression of opinions.
□  There is no need to license or regulate those performing record-keeping 
or elementary accounting services. Also, tax return preparers need not be 
licensed because of existing authority of the IRS and other taxing authorities.
□  Practice of professional public accountancy ultimately should be 
restricted to CPAs who have passed the uniform examination.
□  State Boards of Accountancy should be comprised exclusively of CPAs.
□  After initial registration of public accounting practitioners under a new 
regulatory law, all further licensing or registration should be limited to 
CPAs.
□  Because of broad public interest in all jurisdictions, uniform licensing 
and regulatory requirements should be established and unnecessary local 
restrictions should be avoided.
At a special meeting of the AICPA Board of Directors and representatives 
from some 25 accounting firms on October 12, a recommendation was made 
that the Institute should establish an independent commission, similar to 
the Wheat and Trueblood study groups. Such a commission, consisting of a 
majority of non-CPAs, would explore what the public expects of the auditor. 
In the light of these expectations the profession could then examine its 
current audit standards to determine what feasible modifications, if any, 
should be made. A decision on the appointment of such a group is expected 
at the Board’s November meeting.
With the approval of the AICPA’s Board, the Ethics Division plans to sub­
mit to state societies a proposal to eliminate duplication of enforcement 
procedures by state societies and the Institute. The plan envisions joint trial 
boards empowered to act on behalf of the Institute and participating state 
society and provides for coordinated efforts by state and national ethics 
committees without changing their separate existences.
Operating procedures would establish mutually agreed upon juris­
dictions on inquiries and complaints and would create regional trial boards 
whose decisions could be appealed to a national review board under 
certain circumstances.
FASB Issues 
Draft Statement.. .
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A basic revision of the Institute’s by laws, which will be submitted to 
the membership for a mail ballot shortly, includes a provision which 
authorizes the program. A similar action would have to be taken by those 
state societies which choose to participate.
The Financial Accounting Standards Board has issued an exposure draft of 
its first proposed statement, “Disclosure of Foreign Currency Translation 
Information”, on which comments are due by November 26.
If adopted, the statement will apply to financial statements for fiscal 
periods ending after November 30, 1973. It calls for, among other things, 
companies to specify their policies as to whether exchange rates are being 
applied on a current or historical basis and how gains and losses are 
handled. Specific criteria set are “to provide information concerning a 
company’s translation practices to facilitate assessment of possible impli­
cations with respect to its financial position.”
According to FASB Chairman Marshall Armstrong, the draft is being 
issued with the minimum exposure period under the Board’s rules of 
procedure because of the urgency of establishing specific disclosure require­
ments, especially in light of the devaluation of the U.S. dollar. He pointed 
out, however, that the overall subject of foreign currency is on the Board’s 
agenda, but that a comprehensive statement could not be issued in time 
to apply to 1973 reports.
For copies of the draft, write: Director of Administration, FASB,
High Ridge Park, Stamford, Conn. 06905.
FASB member Robert E. Mays is chairman of an eleven-member task force 
to study accounting for leases by lessees and lessors. Consisting of three 
practicing CPAs and representatives of the business, investment and 
academic communities, the task force will advise the FASB on the basic 
issues covering accounting and reporting requirements for various lease 
transactions, including “leveraged leases.” Lease agreements concerning 
natural resources will not be included, because of their specialized nature.
The underwriter for the basic professional liability policy for AICPA mem­
bers has announced that policies written or renewed as of October 1 , 1973 
will include certain restrictive endorsements. These include such areas as 
preparation of registration statements and prospectuses, coverage for 
defense costs and claims arising from prior acts after cancellation of a policy.
While it regrets the new endorsements, AICPA’s committee on account­
ants’ legal liability believes that the American Home policy is as attractive 
as any available for smaller firms and continues to sponsor the program.
See “For AICPA Members” in November issue of the Journal of Accountancy  
for a more detailed summary. Application forms and language of new 
coverage is available from the administrators: Johnson and Higgins, 95 
Wall Street, New York, N.Y. 10005.
In a statement submitted to the House Ways and Means Committee, the 
AICPA Division of Federal Taxation generally supported the provisions of 
the private pension plan bill (H.R. 4200) now under consideration. In 
particular, the Division urged the passage of the provision which increases
the limitation on contributions to qualified pension plans covering self- 
employed individuals to 15% of earned income, with a maximum of $7,500 
per year. It opposed the disclosure and reporting requirements because 
“they are too cumbersome and may adversely affect regulatory supervision.” 
It suggested instead, that the disclosure provisions in H.R. 2, which was 
recently favorably reported by the House Labor Committee, be adopted.
Ways and Means has announced that it plans to develop its own bill 
promptly, but prospects are growing dimmer that Congress will act on any 
pension legislation before its expected adjournment date of November 15.
A revised IRS regulation lengthens the period for filing an application for 
a change in a taxpayer’s annual accounting period to the 15th day of the 
second month following the close of the short taxable period. The change is 
effective for short periods ending after December 31, 1973.
Cost Accounting Standards Board has modified Part 351, Basic Require­
ments, affecting disclosure statements to be filed for negotiated national 
defense prime contracts.
A bill to create an Office of Federal Procurement Policy has been introduced 
in the Senate (S.2510). It had been a major recommendation of the Com­
mission on Government Procurement and has been urged by the General 
Accounting Office.
A national health insurance bill (S.2513) has been introduced in the Senate.
It calls for a catastrophic health insurance plan, a medical assistance 
program and voluntary certification for private basic health insurance. An 
HEW staff plan to eliminate the medical tax deduction has been withdrawn.
A recently introduced Senate Bill (S.2467), Franchise Act of 1973, would 
empower the Federal Trade Commission to prescribe form and content of 
financial statements to be filed by applicants. It also sets forth circumstances 
under which the statements shall be certified by independent accountants.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
666 FIFTH AVENUE, NEW YORK, N.Y. 10019
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The Federal Trade Commission proposal for line of business reporting (see 
Oct. 15 Letter) has been tacked on to the Alaska pipeline bill (S.1081) by a floor 
amendment in the Senate.
In its present form, the bill would allow independent regulatory agencies to 
send questionnaires to businesses without approval of the Office of Management 
and Budget and would permit the FTC to implement it’s line of business reporting 
requirement.
OMB officials and several business groups have been urging House leaders 
to strike this provision. The AICPA previously had proposed that any such 
requirement be deferred until its usefulness and feasibility could be established.
A report filed by the House Government Operations Committee (H Rept 93-600) 
states that investigations by the IRS and the Federal Trade Commission have 
uncovered “widespread incompetence, dishonesty or unethical conduct in the 
tax preparation business, which last year prepared almost half of all individual 
returns.” While noting that the IRS is moving to prosecute those commercial tax 
return preparers who have engaged in fraudulent practices, the committee said 
that there are no restrictions on entering this rapidly growing field which may 
now number 250,000 preparers.
Although acknowledging that the IRS had stepped up its own free taxpayer 
assistance programs, the committee criticized the IRS position that it is not bound 
by any tax computation made by its taxpayer representative should the return 
be audited.
The report recommends that the IRS monitor preparers more closely and 
that the FTC increase its investigations of fraudulent advertising in the industry.
It also states that the IRS should:
□  Notify taxpayers of the time and place where they can get free tax return 
preparation service, including the “centiphone” numbers they can call.
□  Consider upgrading the quality and pay level of its taxpayer service 
representatives.
□  Hold itself bound by whatever services these representatives are authorized 
to perform.
□  Expand the use of taxmobiles.
□  Continue to provide a short form tax return as an alternative to taxpayers.
The first AICPA-sponsored conference on current SEC developments will be held 
in Washington on January 8-9. The program, which will emphasize the practical 
problems encountered in SEC work, will feature SEC officials and AICPA com­
mittee members. Senator Harrison A. Williams, of New Jersey, will also address 
the group. See inside back cover of the November Journal of Accountancy  for 
program details. The registration fee of $100 should be sent to the AICPA meet­
ings department.
Accounting Standards Committee Actions:
Comments on Tax 
Expense
Opposes 
Retroactivity on 
Stock Reaquisitions
Approves New Task 
Forces
Government 
Contracts may be 
Negotiable
The committee has suggested to the SEC that the proposed requirement to 
disclose reversals of tax deferrals for each of the succeeding five years be 
eliminated from the proposed amendments to Regulation S-X, which deal 
with disclosure of income tax expense. The following reasons were given:
□  Disclosure of only some elements of cash outflows will not accomplish 
the apparent objective of imparting useful information about projected 
sources and uses of cash.
□  The proposed disclosure suggests a relationship between balance sheet 
deferrals and cash drain which does not actually exist.
□  Disclosure of the reversal amount may mislead readers into believing 
that the balance sheet deferral is analogous to debt or long-term commitments.
A comment letter will be sent to the SEC on its proposed regulations on the 
effect of treasury stock transactions on accounting for business combina­
tions. It will emphasize the committee’s opposition to the retroactive nature 
of the proposed requirement that, except under narrowly defined circum­
stances, a company may not effect a pooling of interests within two years of 
reacquiring its own stock. The committee also believes that the Financial 
Accounting Standards Board should have been given the opportunity to deal 
with this subject.
Comments on the proposed regulations, which are contained in Ac­
counting Series Release No. 146 and Securities Act Release No. 5429, are due 
by November 15.
Task forces will be appointed to examine the following areas:
□  Inconsistencies between the audit guide on hospitals and the one on 
colleges and universities.
□  Accounting and reporting for business combinations.
□  Industry accounting position papers on entertainment companies 
(broadcasting, CATV, recordings and music publishing).
□  Technical aspects of accounting for pension costs.
□  Mortgage portfolios of mortgage bankers.
□  Clarification of compliance information required on certain SEC reports 
which are not required to be disclosed to shareholders.
□  Implementation problems of the new SEC requirements on lease 
disclosure.
□  Assistance to the SEC on possible revisions to Article 6 of Regulation 
S-X on accounting and reporting requirements for investment companies.
□  Reporting of related party transactions.
The selection of outside accountants to provide services for federal govern­
ment agencies would be handled on a negotiated basis under a bill intro­
duced last week by Senator Bentsen of Texas.
The bill (S.2626) would provide that, after review of the qualifications 
of several accounting firms, an agency head would try to negotiate a con­
tract with the highest qualified firm at compensation deemed to be fair and 
reasonable to the government. If this fails, the next highest qualified firm 
would then be considered, subject to similar negotiations. In effect, the bill 
would establish the same type of selection process for government contracts 
that now exists for architects and engineers.
Applications for appointment as SEC Professional Accounting Fellow will 
be accepted until December 31. The position, which will take effect in 1974, 
is part of the SEC’s program to bring highly qualified young accountants 
into the Office of Chief Accountant, for a rotating basis, for two-year non­
renewable terms.
The Fellow will perform research, develop position papers and work 
with various governmental and private accounting research committees. The 
program is designed to enable the Fellow to become knowledgeable about 
the overall functions of the SEC.
Inquiries should be directed to John C. Burton, Chief Accountant, SEC, 
Washington, D.C. 20549.
More than 150 practitioners from 34 states attended the National Manage­
ment of an Accounting Practice Conference sponsored by the Missouri 
Society of CPAs last month. Several members of the AICPA management of 
an accounting practice (MAP) committee participated in the two-day pro­
gram which covered such subjects as staff administration, practice develop­
ment, partner relations, financial planning and internal operations.
One speaker cited some 1972 figures which were derived from infor­
mation supplied by a cross-section of 50 successful accounting firms, mainly 
of moderate size, and supplemented by conversations with other practi­
tioners. The speaker disclaimed any statistical validity for his figures but 
gave the “typical range” among these firms and presented his views on rea­
sonable amounts for a successful practice based on this material. Among the 
cited figures were:
□  Annual gross fees per partner — “typical range” of $70,000 to $170,000, 
with $100,000 as the suggested minimum.
□  Annual gross fees per person (including clerical) — “typical range” of 
$18,000 to $26,000, with $22,000 as the suggested minimum.
□  Net fees per billable hour (all personnel) — “typical range” of $17 to $22, 
with $20 as the suggested minimum.
□  Average rates per billable hour — $34 for partners, $16 for professional 
staff and $9 for clerical staff.
□  Net profit per billable hour (all personnel) — average range of $6.50 to 
$7.00.
□  Billable hours to total hours (all personnel) — “typical range” of 65% 
to 70% for firms offering relatively few consulting services, with firms 
doing substantial consulting work averaging about 10% less. Average of all 
firms was 66%.
□  Billable hours to total hours — average by classification was 54% for 
partners, 80% for professional staff and 40% for clerical staff.
The Missouri society plans to hold another conference next year and 
the Institute’s MAP committee proposes to sponsor similar meetings on a 
regional basis.
A draft standard on disclosure of accounting policies, including the basis 
of valuation of assets, will be reviewed by the international accounting 
standards committee at a meeting in London on November 15-16. The draft, 
prepared by U.K., Netherlands and French representatives, may be issued 
for comment within the nine participating countries next spring.
Other areas in which work has been started are consolidated accounts 
(Australia, Germany and U.S.) and valuation of stock and work in progress 
(Canada, Japan and Mexico).
SEC Accounting 
Fellow Program
Practice Management 
Conference Held
International
Accounting
Standards
The committee was formed last July to develop basic standards for 
audited statements which would command international acceptance.
Information 
Retrieval Program 
Expanded
Firms of all sizes now have access to the AICPA’s expanded full text, 
computerized accounting retrieval system. After a just completed one-year 
pilot program, the data bank is being enlarged to include annual financial 
statements of 7,100 listed and over-the-counter companies starting with 
1972, supplemented by a literature file including APB Opinions, Statements 
on Auditing Standards and pronouncements of the Financial Accounting 
Standards Board (FASB) as they become available. There are three ways of 
participating in the program:
□  Regular Subscriber—User purchases own terminal with direct access to 
computer. Initially this is restricted to locations east of the Mississippi 
River, because of communication line limitations, but will be expanded if 
there is sufficient interest.
□  Associate Subscriber—Upon guarantee of minimum usage, firm repre­
sentatives will be trained to use AICPA terminal.
□  Individual Inquiry—Specific inquiries can be directed through AICPA 
technical information service and search conducted by Institute staff, 
with inquirer charged on a time basis.
For information contact: Robert Stone at AICPA.
Member Aids on 
SEC Filings
More than two dozen inquiries have been received by the AICPA about its 
list of initial registrations filed with the SEC over the last two years, includ­
ing the names of underwriters and outside accountants, and the large firm 
policy statements regarding consultation with firms less experienced in SEC 
work. As mentioned in the October 15 Letter, Al Zitzmann of the AICPA 
staff will answer specific inquiries about a particular underwriter’s use of 
smaller accounting firms or the consultation policy of a particular account­
ing firm. However, the committee on displacement of CPA firms has stated 
that, because of the voluminous nature of this material and its format, it is 
impractical to reproduce the information for distribution.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
666 FIFTH AVENUE, NEW YORK, N.Y. 10019
November 26, 1973
Member Action on 
Pensions Urged
FTC Gains 
New Powers
Accounting 
Standards Committee
The CPA Letter
A Semi-Monthly News Report for Members of the AICPA
AICPA members are being urged to write to their Congressmen in support of 
the increased benefits for the self-employed included in the pending pension 
reform legislation. State CPA societies also have been requested to take such 
action. On November 15 the House Ways and Means Committee reached tenta­
tive agreement to include in its proposed bill a provision which would increase 
the tax deductible contributions to self-employed pension plans from 10% a 
year, with a maximum $2,500 of earned income, to 15% a year, with a maximum 
of $7,500. This bill is expected to be reported to the House in early December.
The Senate adopted similar legislation earlier this year and, while it is by 
no means certain that the House will vote on it during this session, an expression 
of members’ views is bound to be helpful.
After two years of trying, the Federal Trade Commission has been successful 
in expanding its authority through some provisions of the recently enacted 
Alaska pipeline bill (S.1081). These permit the Commission to do the following:
□  Represent itself in any court action, after giving the Justice Department
10 days in which to act.
□  Acquire information from banks and common carriers.
□  Seek preliminary injunctions on deceptive or anti-competitive actions.
□  Increase civil penalties from $5,000 to $10,000.
The FTC is presently revising its controversial line of business reporting 
proposal for clearance by the General Accounting Office. Approval by the Office 
of Management and Budget is no longer required under the Act.
Among the actions taken by the AICPA’s accounting standards executive com­
mittee at its meeting November 14-15 were:
□  Approved a comment letter to the SEC on the proposed treasury stock 
regulations contained in Accounting Series Release No. 146. The committee op­
posed its retroactive feature and the “systematic pattern of reacquisition” re­
quirement. It also suggested that the possibility of acquiring treasury stock for 
valid business purposes that do not involve subsequent distributions be men­
tioned and a few examples given.
□  Authorized a comment letter to the Financial Accounting Standards Board 
on its proposed Standard on disclosure of foreign currency translation informa­
tion (see Oct. 29 Letter). The committee generally supports the draft, but is 
suggesting certain technical changes.
□  Proposed a meeting with SEC officials to seek clarification of certain parts of 
the proposed amendments to Regulation S-X on disclosure of accounting policies 
before preparing a comment letter (see Oct. 15 Letter). Comments are due by 
November 30.
CASB Issues Timing 
Standard
IRS Expands 
Industry-wide Audits
New Regs Adopted 
for Compensating 
Balances
FASB to Examine
Business
Combinations
The Cost Accounting Standards Board has issued a Standard, Federal 
Register November 7, which sets criteria for time periods to be used for 
contract cost accumulation and allocation. Generally, a contractor would use 
his fiscal year. Exceptions are specified. The effective date is expected to 
be July 1 , 1974.
The Board also published several clarifying technical amendments to 
various Standards.
IRS Commissioner Donald C. Alexander recently announced that the 
Service is increasing industry-wide audits which involve the simultaneous 
examination of all principal companies within a given industry. This is being 
done where the number of companies is small enough to permit close co­
ordination among the IRS staff assigned to each examination.
The major advantage to this technique, according to the Commissioner, 
is that “it enhances uniformity in treatment of issues among taxpayers in the 
same industry. Taxpayers are more amenable to proposed adjustments 
when they know that others in the same industry are being treated in the  
identical fashion.”
Disclosure requirements for compensating balances and short-term bor­
rowing arrangements have been modified by the SEC, under amendments to 
Regulation S-X, to become effective with financial statements filed with the 
Commission after December 31, 1973.
The new rules are set forth in Accounting Series Release No. 148 issued 
on November 13. The Release also includes related guidelines and inter­
pretations.
As amended, only those amounts of compensating balances which are 
legally restricted under terms of the arrangement are to be segregated on 
the balance sheet. Other compensating balance arrangements are to be 
disclosed in the notes to the financial statements and amounts are to be 
shown, if determinable. This applies to both written and oral agreements.
A proposed requirement that would have called for disclosure of effec­
tive interest rates on related borrowings has been eliminated.
Other disclosures required by the amendments include:
□  The average interest rate and general terms of each category of aggre­
gate short-term borrowings.
□  Maximum amount of aggregate short-term borrowings outstanding at 
any month end during the period covered.  
□  Amount and terms of unused lines of credit for short-term financing. 
The Release states that the specified disclosures “are of primary interest
to those users of financial statements who wish to undertake detailed 
analysis of corporate activities and may not be required in financial disclo­
sure oriented solely to the needs of the average investor.”
The AICPA task force on compensating balances is presently develop­
ing a suggested form letter which will include a list of items necessary for 
confirming compensating balances and lines of credit. This guideline should 
be ready in mid-December.
In the first addition to its original seven-point technical agenda, the Financial 
Accounting Standards Board has decided to study business combinations 
and intangible assets, with an eye toward possible amendments to APB 
Opinions Nos. 16 and 17.
In making the announcement, FASB Chairman Marshall Armstrong said 
that an analysis of the more than 100 responses to the Board’s request for
On the International 
Front
Retrieval System 
Goes National
suggestions on areas needing study, not currently on the agenda, showed 
that “the overall subject of business combinations is the one that most 
urgently requires the Board’s attention.”
FASB member Walter Schuetze will head the new project. A task force 
will be appointed soon to prepare a discussion memorandum which will 
serve as a basis for public hearings.
The Board’s action follows by one month the SEC’s proposed interpre­
tation of Opinion No. 16, contained in Accounting Series Release No. 146, 
on which comments were due on November 15 (see Oct. 15 Letter). Several 
firms and the AICPA accounting standards executive committee have sug­
gested that the FASB should be permitted to deal with this subject. It is 
likely that the SEC will issue final regulations along the lines of its proposal, 
but Chairman Ray Garrett, Jr. has stated that the Commission is not seek­
ing to preempt the work of the FASB and that a general statement on its 
relations with the Board will be issued soon.
Considerable progress toward developing international accounting stand­
ards was made at three recent meetings in different parts of the world.
In Mexico City on October 25-26, the International Coordination Com­
mittee for the Accountancy Profession (ICCAP) adopted as a long range 
objective “the development of a coordinated world-wide accounting pro­
fession with basic standards.” To this end ICCAP agreed to:
□  Initiate and coordinate efforts to formulate international technical, 
ethical and educational guidelines, and reciprocal recognition of qualifi­
cations.
□  Encourage and assist the development of regional organizations.
□  Review ICCAP’s role and constitution, and propose changes necessary 
to achieve its objectives.
The International Accounting Standards Committee, (IASC), meeting 
in London November 15-16, tentatively agreed to a proposed International 
Accounting Standard on disclosure of accounting policies. Pending approval 
of revisions at its January meeting, IASC expects to circulate the draft for 
comment early next year. It is similar to the present U.S. requirements 
under APB Opinion No. 22. A preliminary draft on valuation of inventories 
also will be considered at that meeting. A draft proposal on consolidated 
accounts is on the agenda for April. Presently representing accounting 
groups from 10 countries (including the U.S.), IASC also agreed to give 
accountancy bodies around the world the opportunity to apply for asso­
ciate membership.
Bangkok was the site of the seventh Conference of Asian & Pacific 
Accountants (CAPA) on November 4-10. The 850 participants from 22 coun­
tries adopted objectives similar to those of ICCAP and appointed an execu­
tive committee to recommend an organizational structure and financing 
method, and to advise on the technical program for the Eighth Conference to 
be held in Sri Lanka (Ceylon) in August 1976.
The AICPA’s full-text computerized accounting retrieval system (see 
Nov. 12 Letter) is now available anywhere in the continental United States. 
There is a basic monthly charge of $500 which includes terminal and printer 
rental, and all communication costs. Interested firms in the same area may 
wish to consider sharing the costs of an installation.
The system is compatible with a federal tax program which is available, 
under separate contract, through Mead Data Central. However, there is a 
monthly usage charge.
Robert Stone of the AICPA staff has details on both programs.
A National Public Interest Accounting Committee has been formed by a 
group of CPAs “to develop a national program through which socially- 
concerned CPAs can extend their public interest services beyond that of 
traditional accounting and tax service.”
The new group resulted from a two-day conference sponsored by the 
Accountants for the Public Interest in San Francisco in early November. 
The API (see August ’73 Journal of Accountancy] is a nonprofit corporation 
of CPAs who provide free consultation services to other nonprofit groups 
in the public interest area which cannot afford to employ a CPA firm.
The conference was attended by some 45 CPAs from 13 states.
Audit Guide and Standards for Revenue Sharing Recipients (S/N4800-00227) 
is for use by CPAs in audits of revenue sharing recipients. Available from 
Government Printing Office book stores or North Capitol and “H” Sts., 
Washington, D.C. 20401. Price: 90¢
Package X (S/N 4804-0067) contains copies of federal income tax forms and 
instructions for calendar year 1973. Also from the GPO at $3.40.
Recordkeeping for a Small Business (Pub. 583) is an IRS booklet of special 
interest to small businesses just starting out. Available through IRS offices.
Accounting Principles and Standards for Federal Agencies restates account­
ing standards to be observed by federal agencies with instructions for get­
ting the Comptroller General’s approval of agency accounting systems. 
Copies obtainable through the General Accounting Office, 441 “G” St. N.W., 
Washington, D.C. 20548.
U.S. Industrial Outlook 1974, to be published soon by Commerce Depart­
ment, analyzes 200 industries in terms of growth, technology and inter­
national trade. Priced at $3.40 from: Manager, Public Documents Distribution 
Center, 5801 Tabor Ave., Philadelphia, Pa. 19120.
—Rod Parnell, Editor
The CPA Letter
American Institute of Certified Public Accountants, Inc. 
666 FIFTH AVENUE, NEW YORK, N.Y. 10019
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FASB Adopts 
First Standard
Pension Legislation 
Delayed
GAO Audit 
Standards
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A Semi-Monthly News Report for Members of the AICPA
The Financial Accounting Standards Board has issued its first formal Statement 
on financial accounting standards. Entitled “Disclosure of Foreign Currency 
Translation Information”, it sets specific criteria for companies in disclosing their 
policies as to whether exchange rates are being applied on a current or historical 
basis, and how gains and losses are being handled (see Oct. 29 Letter).
These disclosure requirements apply to income statements and statements 
of changes in financial position for fiscal periods ending after November 30, 1973 
and for balance sheets dated after November 30, 1973.
The standards of disclosure in the final Statement include a number of 
changes from the exposure draft. Among the most significant are the elimination 
of one requirement and the addition of another.
A proposed disclosure for “amounts of changes in long-term receivables or 
long-term payables reflected in the statement of changes in financial position 
that are attributable to translation and the effect of translation on the net change 
in working capital” has been eliminated. The FASB will consider this item as 
part of its comprehensive study of the overall subject of foreign currency. In the 
meantime, it encourages those companies now making such disclosures to 
continue and suggests that others do so, where feasible.
A new requirement calls for the disclosure of “the amount of gain or loss 
which has not been recognized on unperformed forward exchange contracts at 
the balance sheet date.”
Copies of the Statement are being mailed to all AICPA members.
The House leadership has postponed consideration of pension reform legislation 
until January because of other matters requiring action before the December 
recess, which probably will start on the 21st.
House Speaker Albert has indicated that pension legislation will be the first 
order of business when Congress reconvenes the third week in January. Although 
the House Ways and Means Committee has not cleared its final pension bill 
(see Nov. 26 Letter), it still plans to incorporate the provision for a deductible 
contribution of 15% (to a maximum of $7,500) to self-employed pension plans. 
Therefore, AICPA members, who have not yet done so, still have an opportunity 
to contact their Congressmen about this feature.
Senator Jacob Javits, of New York, a strong supporter of this type of reform, 
said that the “true significance” of the delay “is the rather systematic effort on 
the part of opponents of this legislation to weaken it and dilute its effectiveness.”
The AICPA committee on relations with the General Accounting Office has 
prepared a report which is designed to help CPAs understand the GAO standards, 
their effect on practice, their relationship to the AICPA’s generally accepted 
auditing standards and their application to the GAO’s broadened definition of 
auditing. The text of Auditing Standards Established b y  the GAO: Their Meaning 
and Significance for CPAs appears in the January Journal. Copies are available 
at $2.00 (with member discount).
(The following is the text of suggested guidelines for confirming bank credit 
arrangements prepared b y  the compensating balances task force of the 
AICPA’s auditing standards division in cooperation w ith  representatives of 
the banking community. The form and sample of a confirmation letter are 
included as a special supplement because of the imminent effective date.)
On November 13, 1973, the Securities and Exchange Commission issued 
Accounting Series Release (ASR) No. 148 — “Notice of Adoption of Amend­
ments to Regulation S-X and Related Interpretations and Guidelines 
Regarding Disclosure of Compensating Balances and Short-Term Borrowing 
Arrangements.” ASR No. 148 requires that financial statements filed with 
the SEC disclose certain information concerning credit arrangements. The 
effective date of the requirement is for financial statements filed after 
December 31, 1973, for periods beginning on or after December 30, 1972.
ASR No. 148 suggests confirmation of credit arrangements by inde­
pendent auditors directly with the bank. When confirming credit arrange­
ments, the following considerations are pertinent:
1. The confirmation of credit arrangements is not a substitute for other 
confirmations; it should be mailed separately from other bank confirmation 
requests.
2. The confirmation of credit arrangements cannot, in most cases, be 
handled routinely and effectively by bank personnel who normally handle the 
standard bank confirmation requests. Accordingly, the confirmation letter 
should be addressed to the appropriate bank lending or account officer 
responsible for the company’s account. This may involve more than one 
officer and/or branch of the bank, both domestic and foreign.
3. If there are separate credit arrangements for a parent company and its 
subsidiaries, the letter should identify precisely the company or companies 
to which it relates. In some cases, separate letters may be needed.
4. The confirmation letter should be mailed at the earliest possible date. 
Many of these arrangements, which are often oral, may have been estab­
lished years ago and may have been modified. This may be the first time 
banks will be asked for confirmation of these credit arrangements and they 
should be given adequate time to respond. In some cases it may also be 
advisable for company and bank officials to review credit arrangements in 
advance of mailing a confirmation request to ascertain that they have a 
mutual understanding, particularly as to oral arrangements.
5. In some cases, the independent auditor may wish to confirm the 
absence of compensating balance arrangements at banks with which the 
company does business.
6. Banking arrangements in foreign countries often differ from those in 
the United States; accordingly, the illustrative letter may need to be 
modified when confirming credit arrangements in foreign countries.
7. All information is to be filled in by the company prior to mailing.
8. The confirmation request(s) should be (a) prepared on the client’s 
letterhead, (b) addressed to the appropriate bank lending or account offi­
cer(s), (c) signed by the client, (d) mailed by the independent auditor and 
(e) returned directly to the independent auditor.
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Compensating 
Balances Guidelines
Special Supplement, The CPA Letter, Dec. 17 , 1973
FORM OF CONFIRMATION LETTER—BANK CREDIT ARRANGEMENTS
(Date of mailing)
Mr. John Doe, Vice President 
ABC Bank
Anytown, New York 10000 
Dear Mr. Doe:
Securities and Exchange Commission Accounting Series Release No. 148 requires disclosure in financial 
statements filed with the Commission of certain information with respect to credit arrangements (including 
compensating balances), whether written or oral. ASR No. 148 contains the following definition:
“A compensating balance is defined as that portion of any demand deposit (or any time deposit or certificate 
of deposit) maintained by a corporation (or by any other person on behalf of the corporation) which 
constitutes support for existing borrowing arrangements of the corporation (or any other person) with a 
lending institution. Such arrangements would include both outstanding borrowings and the assurance of future 
credit availability.”
In connection with an examination of the financial statements of (name of Company or Companies) as of 
(balance sheet date) and for the (period) then ended, please confirm the following information as of the dates 
indicated below by signing and returning the enclosed copy of this letter directly to our independent auditors, (name 
and address of CPA firm).
I. LINES OF CREDIT
A. Description [unless covered by a document that can be referred to, include such information as amount of
total line, fee (if any), expiration date (if any), conditions under which line may be withdrawn]
B. Related debt outstanding at close of business on (date)
C. Amount of unused line of credit, subject to terms of the related document, at (date)
D. Interest rate at close of business on (date)
E. If the arrangement specifies that this line supports commercial paper or other borrowing arrangements, 
describe
II. COMMITMENTS
A. Description (in general, reference to a specific agreement is sufficient)
B. Related debt outstanding at close of business on (date)
C. Amount of unused commitment, subject to terms of the related agreement, at (date)
D. Interest rate at close of business on (date)
E. Commitment or other related fees, if any
III. OTHER EXISTING DEBT
A. Description
B. Balance outstanding at close of business on (date)
C. Interest rate at close of business on (date)
IV. COMPENSATING BALANCE ARRANGEMENTS
A. There (were) (were no) compensating balance arrangements at (date)
B. Withdrawal by the Company of the compensating balance (was) (was not) legally restricted at (date)
C. The terms of the compensating balance arrangements at (date) were:
SELECTED EXAMPLES
1—The Company has been expected to maintain an average compensating balance of 20 percent of its 
average bank loan outstanding, as determined from the bank’s ledger records adjusted for estimated average 
uncollected funds.
2—The Company has been expected to maintain an average compensating balance of $100,000 during 
the year, as determined from the bank’s ledger records without adjustment for uncollected funds.
3—The Company has been expected to maintain a compensating balance, as determined from the bank’s 
ledger records without adjustment for uncollected funds, of 15 percent of its outstanding loans plus 10 percent 
of its unused line of credit.
A—The Company has been expected to maintain as a compensating balance non-interest bearing time 
deposits of 10 percent of its outstanding loans.
D. (Not applicable if compensating balances are based on bank ledger records without adjustment for
uncollected funds.)
In determining compliance with compensating balance arrangements, the Company uses a factor for 
uncollected funds of___________ (business) (calendar) days and we understand this to be a reason­
able method.
(If some other method is used for determining collected funds for compensating balance purposes, the 
method actually used should be described.)
E. There (were the following) (were no) significant changes in the compensating balance arrangements 
during the (period) and subsequently through the date of this letter.
F. The Company (was) (was not) in substantial compliance with the compensating balance arrangements 
during the (period) and subsequently through the date of this letter.
G. (Applicable only if the response to F discloses noncompliance with compensating balance arrangements.)
The Company has no knowledge of any imminent sanctions by the bank because of noncompliance 
with compensating balance arrangements.
(If the bank has applied sanctions during the (period) or notified the Company that sanctions may be 
applied, indicate details.)
V. COMPENSATING BALANCE ARRANGEMENTS BY OR FOR THE BENEFIT OF OTHERS
During the (period), and subsequently through the date of this letter, (no) (the following) compensating 
balances were maintained by the Company at the bank on behalf of an affiliate, director, officer, or any other 
third party and (no) (the following) third party maintained compensating balances at the bank on behalf of 
the Company. (Withdrawal of such compensating balances (was) (was not) legally restricted.)
Yours very truly,
(Name of Company)
B y:----------------------------------------------------------
(Officer)
CONFIRMATION
(Name of CPA firm)
(Address)
Gentlemen:
The above description of the terms of the credit arrangements and related matters with this bank are in 
accordance with our understanding except as noted below or in an attached letter.
(If applicable, phraseology similar to the following may be added to the confirmation reply by either the 
company or the bank:)
This confirmation does not relate to arrangements, if any, with other branches or affiliates of this Bank. 
Information should be sought separately from such branches or affiliates with which any such arrangements 
might exist. Moreover, this confirmation is not, and should not be taken as, advice with respect to any aspect 
of any relationship between this Bank and the Company except as expressly stated herein.
(Name of Bank)
DATE.
By:
(Officer)
ILLUSTRATIVE CONFIRMATION LETTER—BANK CREDIT ARRANGEMENTS
January 4, 1974
Mr. John Doe, Vice President 
ABC Bank
Anytown, New York 10000 
Dear Mr. Doe:
Securities and Exchange Commission Accounting Series Release No. 148 requires disclosure in financial 
statements filed with the Commission of certain information with respect to credit arrangements (including 
compensating balances), whether written or oral. ASR No. 148 contains the following definition:
“A compensating balance is defined as that portion of any demand deposit (or any time deposit or certificate 
of deposit) maintained by a corporation (or by any other person on behalf of the corporation) which 
constitutes support for existing borrowing arrangements of the corporation (or any other person) with a 
lending institution. Such arrangements would include both outstanding borrowings and the assurance of future 
credit availability.”
In connection with an examination of the financial statements of XYZ Company as of December 31, 1973 and 
for the year then ended, please confirm the following information as of the dates indicated below by signing 
and returning the enclosed copy of this letter directly to our independent auditors, Jones and Jones, 200 Main Street, 
Anytown, New York 10000.
I. LINES OF CREDIT
A. Description
The Company has available at the Bank a line of credit totaling $35,000,000. The terms of the line 
of credit are contained in a letter dated May 25, 1973. This line can be withdrawn at the Banks 
option.
B. Related debt outstanding at close of business on December 31, 1973
$25,000,000
C. Amount of unused line of credit, subject to terms of the related (document, at December 31, 1973
$10,000,000
D. Interest rate at close of business on December 31, 1973
9½% per annum
E. The arrangement does not specify that this line of credit supports commercial paper or other borrowing 
arrangements.
II. COMMITMENTS
A. Description
The Company has a commitment from the Bank for $50,000,000 in borrowings. Terms of the 
commitment are described in the letter agreement dated September 30, 1973.
B. Related debt outstanding at close of business on December 31, 1973
None
C. Amount of unused commitment, subject to terms of the related agreement, at December 31, 1973
$50,000,000
D. Interest rate at close of business on December 31, 1973
Not applicable
E. Commitment or other related fees, if any
½ of 1 percent per annum of the average daily unused amount
III. OTHER EXISTING DEBT
There was no other debt payable to the Bank by the Company at December 31, 1973.
IV. COMPENSATING BALANCE ARRANGEMENTS
A. There were compensating balance arrangements at December 31, 1973 under the line of credit. There 
were no compensating balance arrangements under the commitment at December 31, 1973.
B. Withdrawal by the Company of the compensating balances was not legally restricted at December 31, 1973.
C. The terms of the compensating balance arrangements at December 31, 1973 were:
The Company has been expected to maintain an average compensating balance of 20 percent of the 
debt outstanding under its line of credit as determined from the bank ledger records adjusted for the 
estimated average uncollected funds.
D. In determining compliance with compensating balance requirements, the Company uses a factor for 
uncollected funds of 1.5 business days and we understand this to be a reasonable method.
E. There were no significant changes in the compensating balance arrangements during the year and 
subsequently through the date of this letter.
F. The Company was in substantial compliance with the compensating balance arrangements during the year 
and subsequently through the date of this letter.
V. COMPENSATING BALANCE ARRANGEMENTS BY OR FOR THE BENEFIT OF OTHERS
During the year, and subsequently through the date of this letter, no compensating balances were maintained 
by the Company at the bank on behalf of an affiliate, director, officer, or any other third party and no third 
party maintained compensating balances at the bank on behalf of the Company.
Yours very truly,
XYZ Company
By: -------------------------------------------------------
Joe Smith, Treasurer
CONFIRMATION
Jones and Jones 
200 Main Street 
Anytown, New York 10000
Gentlemen:
The above descriptions of the terms of the credit arrangements and related matters with this bank are in 
accordance with our understanding except as noted below or in an attached letter.
No exceptions
ABC Bank
B y:-----------------------------------------
John Doe, Vice President
DATE January 15, 1974
These suggested letters for confirming bank credit arrangement have been prepared by the compensating 
balances task force of the Auditing Standards Division of the American Institute of Certified Public Accountants.
SEC Adopts Tax 
Disclosure
Auditing Committee 
Highlights
New disclosures of income tax expense will be required by the SEC under 
recently adopted amendments to regulations S-X (Accounting Series 
Release No. 149 Nov. 28, 1973). The new rules take effect for financial 
statements filed with the Commission for periods ending on or after 
December 28, 1973.
In a change from a proposed amendment, disclosure of deferred tax 
reversals will be required only in cases where the cash outlay for income 
taxes in any of the three succeeding years is expected to exceed substan­
tially the income tax expense for such year. The previous proposal would 
have required disclosure of all reversals for the succeeding five years. It was 
modified in view of comments received, including those of the AICPA’s 
accounting standards executive committee.
Other amendments include:
□  Separate disclosure of tax effect amounts for each type of timing 
difference, except that those types which are individually less than 15% of 
the deferred tax amount in the income statement may be combined. Also, if 
no individual type exceeds five percent of the total tax expense computed 
at the statutory federal income tax rate and if the aggregate amount is less 
than five percent, separate disclosures are not required.
□  A reconciliation is to be provided between the amount of reported total 
tax expense and total tax expense computed at the statutory federal income 
tax rate, with the estimated dollar amount for each of the underlying 
causes. A five percent test for reconciling items, as above, would apply, and, 
if met, the reconciliation may be omitted if it is not significant in appraising 
earnings trends.
The Release includes a statement similar to that which apparently was 
included for the first time in ASR No. 148 on compensating balances. It says 
that detailed disclosure may not be required in reports designed for the 
average investor. It points out, however, that many of the tax disclosures 
in the new rules may be necessary to reflect the spirit of APB Opinion No.
11 on accounting for income taxes.
The following actions were taken by the AICPA’s auditing standards 
executive committee at its November 27-29 meeting:
□  Decided to review Auditors' Reports for possible changes to this 
proposed statement on auditing standards (SAS) in view of the comments 
on the exposure draft (see Sept. 28 Letter). The proposed standard deals 
with degrees of qualification of opinions. Two issues to be considered are the 
use of disclaimers as they relate to material uncertainties and the proposed 
elimination of “subject to” in qualified opinions. No final action is expected 
before the spring of 1974.
□  Agreed to prepare a revised draft of the proposed guidelines on 
unaudited statements for exposure early in 1974. Among other things, the 
accountant would be cautioned to exercise reasonable professional skill 
and care when his name is associated with unaudited financial statements.
□  Approved an interpretation of APB Opinion No. 30 on results of 
operations for publication in January Journal of Accountancy. In effect, the 
interpretation would call for a consistency qualification under the following 
circumstances: An item was presented as extraordinary under APB Opinion 
No. 9 in a prior year, but cannot be restated under the provisions of 
Opinion No. 30. And, in the current year an item must be presented which 
would have been extraordinary under No. 9, but which cannot be so 
presented under No. 30.
□  Agreed to consider an interpretation which will deal with the impli­
cations of APB Opinion No. 28 for the auditor engaged in examining 
interim financial statements.
The AICPA committee on relations with the Cost Accounting Standards 
Board has objected to one of the criteria included in a staff draft of a 
proposed CASB standard on accounting for costs of compensated personal 
absences.
As proposed, an employer’s obligation to provide compensated personal 
absence, if less than certain, shall be considered reasonably certain only if 
it is expected that 80% of the liability for matured benefits will be liqui­
dated within two years of the end of the cost accounting period.
In a comment letter, the committee holds that this provision is arbitrary 
and unjustified. It recommends that costs of compensated personal absence 
be accounted for on the accrual method. Copies of the letter are available 
from the AICPA’s Accounting Standards Division.
In amendments to the Energy Emergency Act of 1973 (S.2589) the Senate 
approved tax deductions for homeowners who have taken certain steps 
during 1973 to conserve energy. Under one amendment, tax deductions up 
to $1,000 would be permitted for such items as storm windows, insulation 
and caulking. Another amendment would permit a deductible expense for 
any device or system designed to utilize solar energy for home heating 
or cooling.
While this bill has passed the Senate, the House Commerce Committee 
is drafting its own version. However, there does not appear to be any strong 
objection to these particular features. If enacted, the provisions would 
apply to 1973 tax returns.
CASB Proposal on 
Personal Absences 
Opposed
The Internal Revenue Service has announced that it will now accept white 
paper forms as a substitute for all colored paper federal tax returns. This 
will permit the filing of privately printed, reproduced or computer prepared 
returns on white paper. In recognizing the difficulty in obtaining suitable 
colored paper for tax return substitutes, the Service indicated that the other 
requirements in Rev. Proc. 73-22 and 73-31 on size and quality must be 
observed.
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Tax Break for 
Homeowners
IRS Becomes 
Color-Blind
December 27, 1973
FASB Approves 
R & D Memo
AICPA Tax Division 
Meeting
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The first of five pending discussion memoranda has been approved for publication 
by the Financial Accounting Standards Board. It deals with accounting for 
research and development and similar costs. Among the areas covered, but on 
which no solutions are proposed, are:
□  Definition of research and development costs.
□  Appropriate accounting treatment at the time R&D costs are incurred.
□  Appropriate disposition of R&D costs not expensed when incurred.
□  Accounting for costs which are similar to R&D, such as marketing research, 
promotion, start-up, relocation and rearrangement costs.
□  Accounting for companies in the development stage.
□  Disclosures needed in financial statements.
A public hearing has been set for March 15, starting at 9:30 AM at the Plaza 
Hotel in New York City. Those wishing to appear are required to submit written 
comments, position papers or outlines of the oral presentations in advance to the 
Board. Copies of the discussion memorandum, which is being sent automatically 
to all Status Report subscribers, are available from FASB, High Ridge Park, 
Stamford, Conn. 06905.
The other four memoranda are expected to be issued in early 1974. They deal 
with diversified companies, foreign currency translation, leases and accounting 
for future losses.
Several leading government officials were featured at the December 3-6 meeting 
of the AICPA’s tax division.
IRS Commissioner Donald C. Alexander emphasized the need for tax 
simplification and cited the four principal features of administration-proposed 
legislation now pending before the House Ways and Means Committee. These are:
□  Modification of the itemized deductions area.
□  Simplification of the existing child care deduction.
□  Simplification of the retirement income credit.
□  Enactment of tax tables based on taxable income to replace the optional tax 
tables based on adjusted gross income.
Senator Walter C. Mondale (D., Minn.) stated that the entire area of state 
income taxation of interstate business “is a jungle of disagreement” and criticized 
state governors who oppose “current proposals aimed at equitable solutions.”
At the same meeting, the Institute’s federal taxation executive committee took 
the following actions:
□  Endorsed the concept that the accounting profession try to obtain privileged 
communication for CPAs at both the federal and state levels. It will seek the 
support of other AICPA committees before possibly submitting a proposal to the 
Institute’s Board of Directors.
□  Authorized a task force of the tax policy committee to undertake a preliminary 
survey of the tax effects of inflation and changing price levels.
□  Approved a report on estate and gift tax reform which should be ready for 
distribution this winter.
Exchange Issues
Reporting
Recommendations
CPAs and the 
Energy Crisis
Implementation of 
Lease Disclosure 
Requirements
Amendments to 
Filing Guide 
Proposed by SEC
The New York Stock Exchange has issued a “white paper” on ways in which 
“corporate financial reporting can be improved and strengthened” in 
shareholder reports. Among its 18 recommendations are:
□  Formation of corporate audit committees consisting of three to five 
outside directors.
□  Inclusion of summaries of 10K data in annual reports and making the 10K 
Form available to shareholders.
□  Consultation with independent auditors on quarterly reports prior to 
publication, although they would not normally involve an audit. Also, 
quarterly reports should be mailed to shareholders, including a separate 
statement of fourth quarter results.
□  Detailed disclosure of deferred charges.
□  Additional supplementary financial data and market performance 
information.
Copies of Recommendations and Comments on Financial Reporting to 
Shareholders and Related Matters are available from the NYSE’s financial 
reporting department, 20 Broad St., New York, N.Y. 10005.
A task force of the AICPA’s accounting standards executive committee has 
been appointed to study the implications of the energy crisis for 1973 financial 
reports. Headed by Philip B. Chenok, the group will prepare a draft paper 
for consideration by the executive committee at its Jan. 23-24 meeting. If 
approved, it will be published shortly thereafter.
The AICPA’s accounting standards division has prepared an implementation 
memorandum in connection with the SEC’s Accounting Series Release No.
147 on lease disclosures (see Oct. 15 Letter). It is based on informal 
discussions with SEC staff members.
Among its principal points are:
□  The disclosures are to be presented in annual reports to shareholders.
□  While the effective date remains firm, one-time relief can be obtained for 
1973 reports of companies whose practice has been to issue annual reports 
“within a relatively short period following the end of the fiscal year.”
□  Disclosures would be required for two years in 10K filings and for three 
years in S-1 filings, but extensions for filing 10Ks may be given in hardship 
cases. Such requests in connection with S-1s will be considered on a case by 
case basis, but are less likely to receive favorable consideration.
□  The concept of a capitalized commitment for property rights, rather than 
the purchase of an asset, should be used in measuring the impact on net 
income if all noncapitalized financing leases had been capitalized.
Other specific questions are dealt with in the memorandum, which will 
be published in the February Journal. In the meantime, copies are available 
from the accounting standards division.
Revised proposed amendments to Guide 22 of the guides for preparation and 
filing of registration statements have been issued by the SEC (Rel. No. 5443).
Modifications to the original proposals, which were originally set forth 
on Dec. 18, 1972 in Rel. 5342, would:
□  Require an explanation of material changes in the amount and source of 
operating as well as non-operating revenues and expenses.
SEC Seeks Staff 
Accountants
SEC Conference 
Expanded
International Group 
Reports on 
Materiality
□  Include a more definitive disclosure standard based on percentage 
changes in the revenue and expense items of the summary of earnings.
□  Make other changes, including expanding the list of examples of the types 
of events requiring disclosure in response to the guides.
Comments are due by Jan. 25, 1974.
In a new expansion program, the SEC is recruiting accountants for both the 
Washington and regional offices. Two types of openings exist: Branch 
accountants whose primary responsibilities are to review financial statements 
filed with the Commission and investigatory accountants who will work in 
the enforcement side of the Commission’s activities. Starting salaries range 
from $15,000 to $20,000, depending on experience in accordance with Civil 
Service regulations.
For further information, write: John C. Burton, Chief Accountant, SEC,
500 North Capitol St., Washington, D.C. 20549.
The AICPA-sponsored conference on current SEC developments has been 
expanded to include a session on the new regulations for disclosure of 
compensating balances arrangements with banks. The conference, which will 
be held in Washington on Jan. 8-9, will deal with the practical problems of 
SEC work. Among the featured speakers will be Senator Harrison A. Williams 
(D., N. J.), SEC Chief Accountant John C. Burton and Director of the Bureau 
Enforcement Irving M. Pollack.
For registration information, contact Paige MacDonald of the AICPA’s 
Washington office (Tel. 202 872-8190).
The Accountants’ International Study Group plans to publish its eighth 
comparative study about the end of January. Materiality  in Accounting, 
prepared by the U.S. delegation, discusses the attitudes and practices in 
Canada, the U.K. and the U.S.
Among its general conclusions are:
□  Materiality is essentially a matter of judgment. An item should be deemed 
material if it could reasonably be expected to have an influence on the
users of financial statements.
□  Size alone is not the sole determinant of a material item. Whether the 
nature of the item is a factor in the determination of net income, unusual or 
contingent must be considered. Also, the relationships of the amount to the 
financial statements taken as a whole, to related items, and to corresponding 
amounts in previous years or amounts expected in the future are important 
factors.
□  A reasonable approach for quantitative guidelines, when compared to 
an appropriate base, is that 10% or more would be considered material; 
under 5% immaterial. Items between this range should be considered 
individually in light of all relevant factors. Lower quantitative limits should 
be applied with respect to certain transactions such as those with directors 
and officers.
Copies will be mailed free to all Accounting Research Association 
members, and to others at a nominal charge.
Now nearing completion is a study on extraordinary items, prior period 
adjustments and accounting changes. Publication is expected in late spring.
The Cost Accounting Standards Board has issued a revised disclosure 
statement (CASB-DS-2) for colleges and universities which are required to 
file disclosure statements with the Board. The new form must be used after 
April 1 , 1974.
A bill to revise tax treatment of gains and losses from the sale or exchange 
of capital assets has been proposed by Senator Paul J. Fannin (R., Ariz.).
The bill (S.2787) would provide for a graduated capital gains tax based on the 
holding period of the assets, and it would increase the deduction for 
capital losses.
Public financing of election campaigns for all candidates for federal office is 
called for in a bill introduced by Senators Kennedy (D., Mass.) and Scott (R., Pa.). 
S.2780 is almost identical to the defeated amendment to the debt ceiling Act.
The bill provides for examinations and audits as well as reporting of actual 
and proposed expenses. The House Administration Committee is expected to 
report out a campaign financing reform bill in mid-March.
Cost of Living Council has amended Subpart K of Part 150 of the Phase IV 
regulations to clarify how retailers and wholesalers should calculate 
customary percentage markups for new categories or pricing entities. It also 
provides relief for firms who are under their customary initial percentage 
markup.
The Council intends to revise in the near future the regulations affecting 
loss or low profit relief for Tier I and II firms.
The Renegotiation Board has indicated that many banks, insurance and lessor 
companies engaged in equipment leasing, and manufacturers’ agents and 
brokers seem unaware of their obligations to file certain reports under the 
Renegotiation Act of 1951, as amended. Information is available in 
Washington, (202) 254-8226 or the West Coast, (213) 688-3106.
The Federal Home Loan Bank Board has amended its operations regulations 
to adopt generally the SEC disclosure requirements for financial statements 
contained in Regulation S-X.
— Rod Parnell, Editor
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